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I. SUMMARY
The Farmers Home Administration makes five types of loans—farm
ownership} production and subsistence} production and special emergency}
soil and water conservation} and special livestock loans—to farmers who
are unable to obtain credit with reasonable rates and terms from other
public or private credit sources. The credit extended by the FHA is
characterized by reasonable rates of interest, low down-payments, amor
tization over long periods of time, loan repayment schedules adapted to
the income flow on farms, and supervision of the borrower. Farm owner
ship and production and subsistence loans are designed to fit the credit
needs which arise in the operation of family-sized farm units. Soil and
water conservation, production and special emergency, and special live
stock loans may be made to both those operating family-sized farms and
to farmers who are operating substantially larger than what are considered
family-sized units.
The focus of attention in this analysis of the FHA is upon the Farm
Ownership Loan Program, In South Dakota, 728 Farm Ownership Loans were
made in 55 of 69 counties during the 14 year period, 1938 through 1951,
These loans averaged $8,620 and ranged in size from $2,000 to $16,000,
There was a definite trend for the average size of loans to increase
while the average size of farm ownership farms tended to decrease during
the 1938-51 period. Since 1951, the average size of farms purchased
under the program has increased because lean limits were increased to
permit the purchase of farms of adequate size. Farms of paid-up clients
were larger as an average than farms of active clients; and this rela
tionship persists when considered by economic areas or by initial years
in vrtiich the loans were made.
Fifty-three percent of all loans (366 of 728) made in South Dakota
had been repaid as of December 31^ 1951, The average repayment period
was 5 2/3 years. Loans repaid entirely from farm income, 64 percent of
repaid loans, were repaid in about the same average length of time. In
contrast, loans repaid by "refinancing" averaged nearly a year longer
under the program. Eighteen loans, 4*7 percent of the repaid loans,
were settled by means of transfer-assumption agreements. This group
oould be considered as technical failures under the program.
There were 282 active loans as of March 31, 1951 with an average
balance due of ^>1,881, Forty-seven of these loans were on schedule as
to repayment, 205 were an average of Col,605 ahead of scheduled repayment,
and 47 loans were behind schedule an average of $456,
The Farm Ownership program accounted for 4,53 percent of the farm
ownerships (554 of 12,228) achieved in South Dakota during the 1940's.
The number of farms operated by full and part owners increased fl*om 33,803
to 46,031 during this period, a 36,2 percent increase, while the number
of tenant operated farms was reduced by 47,4 percent, from 38,398 to 18,201
—a phenomenon that reflects the effects of depression, war, technologi
cal progress, and prosperity upon the agricultural enterprise and popula
tion, Other noteworthy tenure trends were the decreasing total number
of farms, the increasing average size of farms, and the increasing num
bers of farms operated by part owners.
II. CHARACTERISTICS OF FARM OWNERSHIP LOANS IN SOUTH DAKOTA
(1938 THROUGH 1251)
A. NUMBER OF LOANS
Farm ownership loans were few in niomber and were made only in a few
eastern counties during the early years of lending operations in South
Dakota; but by December 31, 1951, a total of 728 loans had been made in
55 of 69 counties. The number of loans per county varied from one loan
in several counties to as many as 59 loans in Brookings county. The
distribution of loans by counties is shown on Map 1 and by economic areas
on Map 2.
It is interesting to note that northeastern South Dakota consisting
of economic areas 4 and 5 received approximately 13 percent of all loans
made in South Dakota (Table l). Moreover, area 5 has the largest number
and proportion of active loans while ordinarily this would be expected
to occur in the more arid area 1 and other semi-arid regions of the state
where agricultural production is less stable, and consequently, there is
more variability in farm income and debt repayment ability.
Table 1 reveals that numerically and proportionally 1910-13, 1916-1?,
and 1951 were the years of greatest lending activity in South Dakota.
This pattern in lending activity also prevailed at the national level.
The period of rapid expansion in FHA lending (1910-13) nationally and
in South Dakota was brought on by a number of factors which include the
initial success of the program, the demand for this type of loan as a
consequence of an improved agricultural situation confronted with a
scarcity of farm mortgage credit, and the responsiveness of Congress in
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making the necessary appropriations. Scarcity of mortgage credit resulted
-chiefly from continued cautiousness of lenders as a consequence of their
experiences during the economic depression and drought of the 1930*s.
The upsurge in FHA lending in 194-6 and 1947 came in response to the
demand for direct loans by World War II veterans who had been granted a
preference rating for this type of loan. The reduced volume of FHA
lending in 1948 and 1949 can be attributed to reduced congressional
appropriations in lieu of the insured loan program. The insured loan
program, designed to replace the direct loan program except for direct
loans to eligible World War II veterans, became operative in 1947. It
failed to obtain immediate acceptance by private lenders because other
investment outlets offered them higher net returns than those guaranteed
under the insured loan program. It is also very likely that the 10
percent down-payment in cash or equity required under the insured loan
program had a dampening effect upon farmer demand for insured loans.
Farm enlargement and farm development loans are made in conjunction
with the farm ownership loan program. The total number of these loans
and the number paid-up are presented in Table 2 according to the initial
year of the loan.
B. SIZE OF LOANS
The average size of farm ownership loans by years is presented in
Table 3. These data reveal that the average size of farm ownership loans
has gradually increased since the program was initiated in South Dakota,
This trend was particularly noticeable by 1952 when the average size of 37
loans made during the first quarter was ^14,601 or more than twice as
19AA
m6
19^,7
192.8
192.9
1950
Total
Table 2, Farm Enlargement and Farm Development Loans
by Years in South Dakota, 1938-1951
Farm Enlargement
Total
Number
Number
Paid-Ui
Farm Development
Loans
Total Number
ber Eaid-U
Table 3» Number and Average Size of Loans Made Under the Farm
Ownership Program in South Dakota by Years, 1938-1951
Year
Average Size of Loan
All Loans AotitT-e Loans Paid-Un Loans L
State Average
for All Years 728
1952 (1st
quarter)
7,602
7,551
7,617
8,023
9,775
10,0^5
io,a7
11,2V88
8,620
U,601
^ The difference between the average size of loan for active and
paid-up clients was tested for significance using data for 1938 through
1947, The differences were not found to be significant.
Dollars No, Dollars
8,350
7,250
7,222
9,011 7,190
9,950
10,000
10,050 10,000
10,ao 10,750
11,488
14,601
large as the average loan of $6,566 in 1938.
The purchase price of farm ownership farms until 19^7 was based upon
the long-term income-producing capacity of the farm using an average of
pr ces. An average price 7percent higher was used from 19A7
until 1951 when the price schedule was revised upward again. It is now
teaad upon apercentage of the average of 19A7-A9 prices as computed by
the Bureau of Agricultural Economics. Some of the increase in the aver
age Size of loans has undoubtedly resulted fTom the upward revision of
the price schedule used in appraising farms for the program. However,
It is difficult to see how the revised price schedule could account for
aU the increase in average loan size. This suggests that certified
reasonable values made by the county FHA committee nay have risen above
appraised values in response to a demand for this type of loan in a land
market with rising prices#
predominance of large loans were made in eastern South Dakota,
economic area 5, and in particular, economic area 8in southeastern South
Dakota (Table A). This could normally be expected since this portion of
the state has more stability of agricultural production than other areas
because of highly productive soils combined with relatively favorable
climatic conditions, and therefore, farms in this area would tend to have
relatively higher and more stable inccxne-producing capacities. This
phenomenon is reflected in higher land values in southeastern South Dakota
than in other areas of the state regardless of price levels.
-10-
Table Number and Average Size of Loans Made Under the Farm
Ovmership Program in South Dakota by Economic Areas, 1938-1951
Average Size of Loan
Bconomib."
Area
All
No.
Loans
Dollars
Active Loans
No, Dollars
State 728 8612 342 954.8
1 & 2 119 7996 61 8^36
3 84- 7693 38 9207
U Ul 8170 68 9193
5 171 9368 lOU 10176
6 38 7279 13 9040
7 58 78U 23 9325
8 117 10151 35 11009
C- SIZE OF FARMS
Fhid-Up Clients
No- Dollars
386 7782
58 7533
6U3
73 7218
67 8116
25 6358
35 6821
82 9785
The average size of farm ownership farms has varied from year to
year but the trend, particularly from 194-8 through 1951> was toward
smaller farms (Table 5). In the years since 1951, loan limits have been
increased to permit the purchase of farm units more nearly adequate in
size; and therefore, the average size of fann ownership farms is now about
the same as the average size of farms for full owners according to the
195^ census. Variation in the average size of farms ftom year to year
has resulted from one or a combination of several factors: (l) the num
ber of loans made, (2) the location of farms, and (3) quality of farms
purchased. The major proportion of loans made in any particular year has
tended to shift from one economic area to another. Thus, if the major
porportion of loans in any one year were made in the large-scale farming
-11-
yble 5. Nimber and Average Size of Farms Purchased Under the Farm
Ovmership Program in South Dakota by Years, 1938-1951
All F-0 Farms 637
Full Owners
1950 Census
July 1, 1951-
-June 30, 1952 —
July 1, 1952-
-June 30, 1953
July 1, 1953-
-June 30, 1954.
^ The differences between the average size of farm for
paid-up clients was tested for significance using data for
194.7. The differences were found to be significant at the
-12-
active and
1938 through
.01 level.
areas of central and western South Dakota, the average size of farms
vjould he large; while if the majority of loans were located in the east
ern areas, the average size of farms would be smaller# Nevertheless, from
194.8 through 1951 the average size of farm ownership farms tended to de
crease even with an approximately proportional distribution of loans in
both the large and small scale farming areas of the state#
It should be noted that in most years the average sized farm in the
paid-up group exceeds that of the active borrower group; and as well,
the average for all borrowers. These differences were found to be stat
istically significant (Table 5). It appears that clients who had the
largest farms made the most rapid progress in repaying their loans during
the period studied# Conversely, clients with smaller farms have not
made as satisfactory progress during this period as might be expected;
and as a consequence, not having repaid their loans, they remain active
on the program# This analysis applies chiefly to loans made prior to
1945 because these clients have been on the program much longer than the
average length of time for paid-up borrowers and the presumption is that
these loans could and should have been repaid (see explanation on page 15).
Comparison of farm size on an economic area basis leads to the same
conclusion (Table 6)# This comparison reveals that the average size of
all farm ownership farms by economic areas did not vary greatly either
above or below the average size of farms for full owners' by economic
areas according to the 1950 census. However, the average size of farms
in the paid-up group were larger than those in the active group in every
economic area, except area " 8, Generally, the average size of farms in
the paid-up group exceeded that of full owners according to the 1950 census#
-13-
Table 6. Number and Average Size of Farms Purchased Under the Farm
Ownership Program in South Dakota by Economic Area, 1938-1951
State
1 & 2
Acre Acres Acre; Census
10A7
i/^The differences between the average size of farm for active and
paid-up clients was tested for significance. The differences were found
to be significant at the ,10 level.
Thus, it again appears that clients on the larger and possibly the more
adequate farm units made the most rapid progress in achieving paid-up
status during this period. However, this relationship might not occur
during a period with different economic conditions.
D, CURRENT STATUS OF LOANS
Fifty-three (53) percent of all loans made in South Dakota up to Dec
ember 31, 1951, had been repaid as of that date (Table l). This table
also reveals the number and proportion of active and paid-up loans by
economic areas according to the year in which the loan was made.
It will be observed "that beginning in 1945 with 54 percen"t of loans
-u-
repaid, and proceeding back through 1939> that progressively larger pro
portions of paid-up loans are found each year. This does not hold true
for 1938 which has a smaller proportion of paid-up loans than 1939. This
record of repayment based upon the ciurrent status of loans appears very
satisfactory.
Many factors; such as, personal and business misfortunes, mismanage
ment, inadequate farm units, inadequate working capital, or deliberate
decision might be cited as possible explanations for the as yet unpaid
loans which were made during the early years of the program. It is pos
sible that some clients may have deliberately held farm ownership loan
repayments to a minimum so they could take advantage of easy terms and
a low interest rate on mortgage indebtedness while they utilized current
income for other purposes; such as, repayment of chattel debts, expanding
the scale of farm operations in some respect, or the enjoyment of spending
a high level of income for personal and other non-farm purposes.
Paid-Up Loans. The repayment record of paid-up borrowers under the
farm ownership program is very impressive* The average repayment period
for all loans paid-up as of December 31, 1951, was 5 2/3 years. The most
common length of repayment period was five years while the range was one
to 12 years (Table 7). The most common length of repayment period—5 years
—holds true for all economic areas except area 7. Thus, it appears that
borrowers by economic areas made similar progress in repayment
of their loans. However, paid-up borrowers within economic areas in the
central and western sections of the state exhibited somewhat greater var
iability in length of inpayment than paid-up borrowera in eastern South
Dakota,
-15-
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Five years was also the most common length of repayment period for
most loan size intervals (Table 8), Loan size and repayment period were
correlated giving a coefficient of correlation of ,17, Apparently there
was only a small, positive degree of relationship between loan size and
the length of the repayment period. This would seem to indicate that,
in general, the amounts loaned and the size of scheduled repayments were
closely related to the income-producing capacities of paid-up client
farms. Moreover, economic conditions which favored early repayment affect
ed repayment capacity and actual repayment to about the same degree rela
tive to the income-producing capacity of these farms.
This short average repayment period can be associated with one or
more of the following factors; (l) the greater-than-usual farm income,
which many or most farmers experienced during the period because of a
favorable price-cost ratio, made rapid debt payment possible; (2) the
recency of adverse experiences with indebtedness during the drought and
depression of the 1930*8 may have prompted many borrowers to clear their
mortgage indebtedness as soon as possible; (3) the unavailability of
durabls consumer goods and farm equipment during the war years may have
dir.nouraged the use of greater-than-usual farm income for these types
of expenditures; and (4.) the supervision of clients and the variable pay
ment feature may have induced clients to pay more than the required re-
pa^TTxent amounts when net farm income warranted; and thereby, to repay their
loans sooner than they perhaps would have under a fixed payment schedule.
The farm ownership program can take credit for the rapidity of loan
repayment only insofar as supervision and the variable payment plan en
couraged rapid loan repayment. The effect of these two factors upon loan
-17-
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repayment would be extremely difficult to determine. Favorable economic
conditions would seem to constitute the major ^factor accounting for the
rapidity of loan repayment. The average length of repayment period in
relation to the year in which the loan was obtained appears to reflect
the effects of favorable economic conditions (Table 9)# It will be noted
that repaid loans made in the early years of the farm ownership program
were repaid less rapidly on the average than repaid loans made more re
cently but the price-cost ratio was also less favorable during the early
years of the program# The average length of the loan repayment period
is very likely tending to increase at the present time because of a less
favorable price-cost ratio and it may be subject to still further increases
if the price-cost ratio trend continues downward.
The means by which borrowers achieved paid-up status merits examin
ation, An indication of the success or failure of the program and of
individuals who obtained loans under the program can be obtained fl'om
an examination of the methods by which loans were repaid (Table 10),
Sixty-four percent of all repaid loans (2^8 of 386) were repaid from farm
income# The average repayment period for these loans was 5#7 years. In
contrast, 4,7 percent of the paid-up loans (l8 of 386) were repaid by
means of transfer-assumption agreements#
The transfer-assumption agreement is a method for transferring a farm
ownership farm from one person to another. These agreements are executed
in cases where the borrower is not succeeding in the operation of his farm
or where personal circumstances force the borrower to release his farm in
this manner. Therefore, all of this group of transferors could be consi
dered either actual or technical failures# Thus considered, the program
-19-
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Table 10, Number and Proportion of Paid-Up Loans by Method of
Repayment, Farm Ovmership Loan Program in South Dakota, 1938-1951
Method
of
Reoavment
Farm Income
Refinancing
Sold Outside
the Program
Transfer by
Assumption
Agreement
Miscellaneous
Total
Number
of
Loans
Average
Length of
Repayment
Period
Percent
of all
Paid-Up
Loans
100.0
Percent
of all
Loans
728)
appears to have been successful as indicated by the low proportion of
fsdlures, less than 5 percent of paid-up loans. It would not be realistic
to consider failures relative to the total of all loans made because
borrowers in recent years have not had sufficient time to reflect success-
failure patterns.
Several other explanations should be made about the information con
tained in Table 10, First, clients sold their farms for many reasons, such
as: (a) ill health or other personal tragedy, (b) dissatisfaction with
the farm or the community, (c) decision to leave farming to engage in
some other occupation, or (d) to realize a capital gain from the increased
market value of the farm. There undoubtedly were a few failures intermin
gled in this group but the exact number would be virtually impossible to
-21-
determine. Second, the miscellaneous group represents loans repaid in
part from sources of income other than farm income, such as inheritances,
life insurance proceeds, or the proceeds from the sale of minerals or
mineral rights. Third, the group who repaid their loans by refinancing
them did so because FHA regulations require that any client who is making
satisfactory progress toward achieving debt-free farm ownership is to
refinance his farm mortgage with some other public or private lending
institution when he is able to do so with favorable rates and terms.
The 66 clients who refinanced their loans did so after having been
under the program an average of 6.6 years. In this respect, they averaged
nearly one year longer under the program than either the repaid loan
group as a whole or the group with loans repaid entirely from farm in
come, This suggests that clients who refinanced their loans were not
progressing as satisfactorily as might be expected# This statement is
based on the assumption that if these clients were making satisfactory
progress they would have either paid off their loans in the same average
time as those who repaid their loans from farm income or they would have
refinanced their loans sooner than they did.
Even though weather condititions and prices were favorable for rapid
loan repayment, the repayment record of farm ownership clients can be
taken as an indication that, in general, borrowers did not abuse the
favorable terms afforded them under the program. However, if economic
and weather conditions had not been as favorable as they were during the
194-0*s, farm ownership program clients might not have been so willing
to make payments according to farm income under the variable payment
plan. In this event, a greater amount of careful supervision might be
necessary to obtain the proper amount of payment, under the variable payment
-22-
plan because legal and moral compulsions to make scheduled payments under
a variable payment plan are not nearly as strong as they are under a fixed
payment schedule. It should also be noted in this connection that the
proportion of failures also might have been different than it was; and
very likely, the proportion of failures would have been much larger. The
194-0's were prosperous times during which most farmers succeeded, and those
who failed, failed largely as the result of their own inabilities and
mismanagement.
Active Loans. 1950 and 1951. The best source of information about
the financial condition of active loans is the FHA Administrator's annual
report. These reports give the average loan balances and the repe.yment
status of active loans as a group as of March 31 of each year.
The financial condition of active loans as a group was relatively
sound on March 31, 1950 as indicated by data contained in Table 11, The
average amount due on 322 active loans was only $1,64-7, Twenty-eight of
these loans were on schedule as to repayment, 2^1 loans were an average
of $1,610 ahead of schedule, and 53 loans were behind schedule an average
of $371, Comparable data for March 31, 1951 reveals 282 active loans
vrith an average balance due of $1,881, with 205 ahead of schedule an
average of $1,605; 47 behind schedule an average of $4-56; and 30 on sche
dule.
Currently active borrowers appear to be making satisfactory progress
in mortgage debt retirement even though they had larger average-sized loans
and operated smaller average-sized farm units than borrowers in the paid-
up group.
-23-
Table 11, Current Status of Active Farm Ovmership
Loans of March 31, 1950 and 1951
Item
Active Loans:
Number
Average Amount Due
Schedule Status:
Number on Schedule
Number Ahead of Schedule
Amount
Number Behind Schedule
Amount
610
371
282
1,881
205
$1,605
III. COMPARATIVE E.FFSCT ON TENANCY IN SOUTH DAKOTA
Farm ownership loans are made at 90 percent (insured loans) or 100
percent (direct loans) of the purchase price while mortgage loans made
by other lenders have minimum down payment requirements which vary from
25 to 50 percent or more of the purchase price on a deed and mortgage
type of transaction. It would appear that the comparative number of farm
ownerships achieved under the farm-ownership program would be proportion
ately less, relative to the volume of mortgage credit extended, than the
number of farm ownerships that could be achieved through alternative methods
of financing. There are no data readily available to support the fore
going statementj and therefore, a comparison of the relative number of
farm ownerships achieved according to the volume of mortgage credit ex
tended is not possible. However, the number of farm ownerships achieved
in South Dakota under the program and through all alternative methods of
financing during the same period of time will be compared.
A, TENANCY REDUCTION, 1935-1950
The number of farms operated by full tenants in South Dakota in 1950
was only about one-half as large as in 1935 (Table 12), A large part of
this reduction in the number of tenant-operated farms has resulted from
two forces; (a) the exodus of people from farming as an occupation mainly
because of the depression and drought during the 1930's but also partially
because of the lure of high incomes in other occupations during the World
War II and post-war periods, and (b) the increasing size of farms brought
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about by the mechanical revolution in agricultural productive processes
combined with improved economic conditions in agriculture during the 1940*s.
The proportion of tenant operated farms in South Dakota increased steadily
from 1900 until 1940 after which the proportion declined rapidly (Table 13).
Although it appeared to taper off after 1945, the trend tov/ard decreased
proportions of tenant operated farms may still be in progress (after 1950)
but at a reduced rate. Trends in the proportion of farms operated by full
owners are the reverse of those seen in the case of tenant operated farms.
In many respects, the most significant trend to be observed concerns
the part owner tenure class. Except for minor variations, the proportion
of farms operated by part owners remained relatively constant until 1940.
After 1940, a marked trend toward increased numbers of part owners develop
ed which appears to have tapered off since 1945. The proportion of farms
operated by part ovmers in 1950 was larger than the proportion for any
other tenure class.
The significance of the increase in farms operated by part owners is
magnified when the average size of these farms and the proportion of acres
owned are considered. The average size of farm operated by part owners
in 1950 was nearly 3 times the size of those operated by either full
owners or full tenants. Part owners owned a substantial proportion of
the acreage they controlled in 1950 (55*6 percent) and the acreage owned
by part owners substantially exceeded the acreage owned by full owners
in each of the last four census enumerations (Tables I4 and 15).
Tenure trends during the two decades .preceding 1940 can be largely
accounted for by a succession of droughts, depressions, and farm mortgage
financing problems. Since 1940, trends in farm tenure reflect the effects
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of favorable weather, crop yields, and prices which prevailed during this
period.
The trend toward larger farms with more of them operated under a
part ovmer tenure status strongly suggests that the farm ownership loan
program policies of limiting the size of farms and of prohibiting the
renting of additional land should probably be modified to keep pace with
the indicated trends in the changing structure of farm organization—a
changing structure wrought by the inexorable forces of weather, prices,
and technological advances.
B, EFFECT OF THE FARM OWNERSHIP PROGRAM ON FARM CWNERSHIP
IN SOUTH DAKOTA
Few farm ownership loans were made in South Dakota prior to 194-0
(Table l). Therefore, in determining the effect which the program has
had on farm ownership, these few loans are ignored to permit the cal
culations to conform to census periods, likewise, the large number of
loans made in 1951 must also be omitted. Loans made in both 194-0 and
1950 were included in the computation because the initial year of the
loan is also the year in which the client began operating the farm; and
therefore, in each of these terminal years, the client should have been
enumerated as a farm owner, since he should have been on the farm pur
chased by April 1, the official census enumeration date. Moreover, for
the purpose of these calculations the two tenure classes of ovmer and
part owner are combined because many clients have, since they repaid their
loans, shifted from owner to part owner tenure status.
The farm ownership program accounted for 4-.53 percent (554- of 12,228)
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of the farm ownerships achieved in South Dakota during the decade 19A0 to
1950 (Table 16), While this figure is not large, it must be considered
Census
Period
Table 16, Farm Ownership Achievement in
South Dakota, 19A0-1950
Numerical Increase
in Farms Operated
by Owners and
Part-Owners
Number of Farm
Ownerships
Achieved Under
the F~0 Program
33A
220
Ptoportion of
Farm Oi-merships
Achieved Under
the F-0 Proi
3.96
5.78
in relation to the limited amount of loanable funds with which the program
has operated. At least, this figure is indicative of the role which the
program might have played in reducing tenancy or increasing farm owner
ship had more funds been made available for this purpose or to meet far
mer need and demand for this type of mortgage credit. Moreover, a public
benefit would have accrued, not only in the many respects that ownership
of farms benefits the general public in contrast to tenancy under inade
quate leasing arrangements, but also in spreading the administrative costs
over a larger number of cases; and thereby, reducing the cost to the pub
lic for each individual farm ownership achieved under the program.
C. THE PIACE OF THE FARM CWNERSHIP PROGRAM
IN THE FIEID OF FARM CREDIT
This optimistic view of the potentialities of the farm ownership pro
gram should be tempered by a consideration of its effects upon the
-31-
agricultural econony and its place therein. First, a greatly implemented
farm ownership program might cause land values to rise appreciably# A
plentiful supply of cheap credit on easy terms with low down-payment
requirements will almost inevitably be capitalized into higher land values.
The effect of capitalizing cheap credit will cause land values to rise at
least to the limits set by appraisals based upon the income-producing
capacity of land. It might even cause land values to rise to levels that
would prohibit farm purchase under the farm ownership program unless
appraisal procediares were considerably relaxed# If appraisal procedures
were relaxed in compensating for this capitalization effect, a land boom
would very likely result unless the amount of loanable funds were rationed.
It appears from this analysis that the farm ownership program is
self-limiting if it adheres strictly to its operating principles# Achieve
ment of farm ownerships under an implemented program could proceed only
until the capitalization effect of cheap credit equated market values of
land with appraised values# When this point is reached, the program would
cease to operate even though there would continue to be a demand for cheap
credit; and beyond this point, farm ownerships would have to be financed
through alternative private or cooperative credit institutions#
-32-
. IV. SUGGESTIONS FOR FURTHER STUDY
Thissurvey of the lending operations of the farm ownership loan pro
gram in South Dakota suggests two major areas in which further research
is necessary in determining whether 100 percent farm real estate loans
are economically feasible in the long run under a variety of economic and
weather conditions.
1. The inter-relationships between loan size, appraised values, certi
fied reasonable values, and schedule status.
The quality of a 90 or 100 percent farm real estate loan would seem
to be more dependant upon an accurate appraisal than loans where a wider
margin of equity exists# Thereforej it would appear that any marked de
viation of certified reasonable values and loan amounts from appraised
values would seriously affect schedule status. The hypothesis applicable
here is that the wider the loan amount deviates from the appraised value,
the greater the difficulty of repayment,
2. The interrelationships between loan size, quality of farm, size
of farm, and schedule status.
This survey of the farm ownership program revealed the possibility
that schedule status my be affected by both the size of farm and the
size of loan. It should be instructive to quantify these two relation
ships to determine to what degree schedule status is affected by both the
size of farm and the size of the loan. The question my very well concern
the quality of farm in relation to the size of the farm and the amount
loaned#
Two hypotheses are involved. First, the poorer the quality of farm,
acreage held constant, the greater the difficulty of repayment even though
the amount loaned and scheduled repayments are accurately based upon the
income producing capacity of the farm,. Second, the smaller the acreage,
loan size held constant, the greater the difficulty of repayment under
non-irrigated commercial farm conditions.
The author believes that a more detailed study of the relationships
suggested as areas for further research will support the three hypotheses
stated. If these hypotheses are tenable, they will provide three very
useful "rules-of-thumb" for the guidance of both borrowers and lenders in
the purchase of farm real estate.
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